tigate the relationship between regime type and privatization through a panel data set for 76 
developing countries from 1987 to 1994. The results show that contrary to most studies that 
claim that authoritarian regimes are better able to ignore societal interests opposed to economic 
measures that impose austerity, democracies privatize more than authoritarian regimes. More- 
over, challenging conventional interpretations that claim that economic difficulties contribute to 
state sell-offs, the authors find that privatization is most likely in wealthier developing democra- 
cies whose budgets operate with current account surpluses. Hence authoritarian regimes provide 
neither the right nor the correct model for countries wishing to pursue unpopular economic 
policies. 
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S ince the 1980s, developing countries have privatized many state-owned 
enterprises (SOEs). Unlike from the 1940s to 1970s, when developing 
countries nationalized firms and created state-run industries, the last few 
decades show a clear movement toward reducing state ownership. The recent 
sale of state assets is fueling a debate about the sequencing of economic and 
political reform. Some favor the initiation of economic reforms prior to 
democratization. Echoing arguments made in the 1960s and 1970s (Hunting- 
ton, 1968), some contend that authoritarian regimes provide the ideal circum- 
stances for the initiation of market-oriented policies, including privatization. 


AUTHORS’ NOTE: We would like to thank the anonymous reviewers, David Brown, Tony Gill, 
Ron King, and Paul Sum, for very helpful comments. The views in this article do not necessarily 
reflect the views of the Census Bureau. No confidential census data were used in preparing this 
article. 
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In fact, conventional wisdom suggests that because authoritarian regimes do 
not seek reelection or popularity, they are able to ignore societal interests 
opposed to economic measures that impose austerity (Lal, 1983; Malloy, 
1987; Olson, 1982; Skidmore, 1977). Others claim, however, that democrati- 
zation should precede the implementation of market-oriented reforms. Some 
argue that the greater legitimacy enjoyed by democratic leaders enables them 
to obtain the cooperation of citizens in order to impose economic austerity 
policies (Maravall, 1995). Others contend that democratic governments are 
at least comparable with authoritarian regimes for implementing economic 
reforms, and thus there is no reason to delay democratization (Pereira, 1993; 
Nelson, 1990; Remmer, 1986). This leads to the question of whether demo- 
cratic or authoritarian governments lead to more privatization of state 
enterprises. 

This study assesses the effect of regime type on privatization of SOEs. It 
compares the privatization experiences of 76 developing countries from 
Latin America, South Asia, East Asia, Sub-Saharan Africa, and the Middle 
East for the years 1987 to 1994—the period when most state divestiture 
occurred—to determine whether democratic or authoritarian regimes lead to 
more privatization or if regime type even matters.' This study also proposes 
and tests several microeconomic and macroeconomic factors that are often 
used to explain differences in privatization. 

Using a panel data set, this study shows that democratic countries are more 
likely to privatize state assets than are their authoritarian counterparts. We 
find that the military’s management of SOEs under authoritarian rule 
impedes privatization. Moreover, challenging conventional interpretations 
that claim that economic difficulties contribute to state sell-offs, this article 
shows that privatization is most likely in wealthier developing countries 
whose budgets operate with current account surpluses. Indeed, the most eco- 
nomically prosperous developing countries under democratic rule are more 
likely to privatize their SOEs. 

Although several studies examine the sequencing of political and eco- 
nomic reform, few compare the likelihood for privatization under democratic 
or authoritarian rule, and even fewer use data to ascertain privatization levels 
among different regime types. This article makes such comparisons. The 
findings demonstrate that authoritarian regimes provide neither the right nor 
the correct model for countries wishing to pursue unpopular economic poli- 
cies to reduce rent-seeking behavior and promote economic development. 


1. To distinguish democratic from authoritarian governments, this study uses data based on 
definitions from Gurr and Eckstein (1975). The data themselves come from Jaggers and Gurr 
(1995), who provide explicit measures for democracy and autocracy. 
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ASSESSING PRIVATIZATION UNDER 
AUTHORITARIAN AND DEMOCRATIC RULE 


Like most market-oriented reforms, attempts to privatize state-owned 
enterprises usually attract intense opposition. Protests from state workers 
whose livelihoods are jeopardized along with nationalists who fear foreign 
ownership of local industries obstruct many state sell-offs. The use of state 
enterprises as political patronage by careerist politicians also hampers privat- 
ization efforts. Politicians often reward party workers or persons loyal to 
them with work opportunities in state enterprises that offer generous salaries.” 

Because of this opposition, authoritarian regimes are expected to com- 
mand advantages in privatization. The fact that authoritarian governments 
are not exposed to competitive elections and appear insulated from politics 
allows them to ignore complaints against privatization. Insulated authoritar- 
ian regimes are needed because although interest groups are reluctant to orga- 
nize in favor of privatization (Kelly, 1996, p. 241), they will mobilize to block 
state sell-offs.* The authoritarian rulers’ capacity to use repression against 
protesters also highlights the benefits of authoritarian rule for 
denationalization. 

The early privatization of SOEs in Chile in the 1970s and 1980s appears to 
confirm the positive relationship between authoritarian regimes and privat- 
ization. Although the state’s role in the economy increased for many develop- 
ing countries in the 1970s, Chile’s authoritarian government privatized. It is 
important to determine if Chile is an anomaly or if authoritarian regimes do, 
in fact, have a greater rate of privatization. 

Despite the extensive privatization of state enterprises and the growing 
interest in the sequencing of political and economic liberalization, few stud- 
ies examine the relationship between regime type and privatization. In fact, 
many researchers explore issues related to regime type or privatization sepa- 
rately. Some compare regime types on a broad array of social issues, includ- 
ing levels of social spending (Ames, 1987) and equality of income distribu- 
tion (Jackman, 1975). Theoretical work specific to privatization documents 
the benefits or drawbacks of denationalization. Many excellent articles also 
study political and economic reform together by showing the connection 
between regime type and stabilization reforms (Haggard, 1986; Remmer, 
1986; Stallings & Kaufman, 1989) and regime type and economic liberaliza- 


2. For studies that examine the use of state enterprise positions for political patronage, see 
Geddes (1994) and Schneider (1991). 

3. See Beinen and Waterbury (1989), who found that civil servants, labor unions, and the 
military usually opposed privatization reforms. In fact, over the past few years, opposition to the 
direct sale of state assets has erupted worldwide (Latin American Data Base, 1997). 
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tion, more generally (Bates & Krueger, 1993; Haggard, 1990; Haggard & 
Kaufman, 1992). But few, if any, studies examine the relationship between 
regime type and privatization.* 

Studies in the political and economic reform literature also rely almost 
exclusively on qualitative analysis and individual case studies.> Although 
these fine studies contribute a wealth of knowledge to our understanding of 
the factors that lead to privatization in specific cases, it also imposes limits on 
cross-regional comparisons and theory building. 

Building on the many excellent studies in the political and economic liber- 
alization literature, this article incorporates a cross-regional analysis with 
statistical data to assess the effect of regime type on privatization in develop- 
ing countries. By applying regression techniques, we are able to control for 
important economic factors that are often used to explain privatization and 
thus isolate the effect, if any, of regime type.° 


DATA 


To test empirically whether regime type has an effect on privatization 
rates, we gather data for 76 developing countries from many regions that are 
at relatively similar levels of economic development. We exclude data for 
Eastern Europe and the former Soviet Union from the sample for two rea- 
sons. First, systematic comparisons of privatization are limited by the dis- 
tinctiveness of their command economies and by the overwhelming role the 
Soviet Union played in Eastern Europe’s transitions (Haggard & Kaufman, 
1998, p. 94). Second, a lack of reliable and available data for these cases, par- 
ticularly before the collapse of Communism, interferes with comparative 
findings.’ In fact, Communist statistics show almost no inflation or unem- 
ployment in the 1980s despite economic crisis conditions. 

All data for each country are compiled on an annual basis from 1988 to 
1995. Although the period of privatization occurred from 1987 to 1994, it is 
necessary to lag the variables because there is usually a year’s delay between 
the regime’s decision to privatize and the actual sale of state enterprises. 


4. One of the few to consider regime type and privatization is Kohli (1990). 

5. An exception is the cross-regional and comprehensive work in Suleiman and Waterbury 
(1990). 

6. See Remmer (1986, 1990), who also uses regression analysis to examine political and 
economic reform issues. 

7. Another serious problem of data comparability involves, for example, the Czech Repub- 
lic. Most of its economy was privatized through vouchers, but the management did not change 
and the firms were mostly not restructured. It is not obvious how to assess the amount of privat- 
ization in this case. 
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DEPENDENT VARIABLE 


The dependent variable in this study is the proportion of SOEs privatized 
in a given year. We use the proportion because analysis of the gross amount 
privatized is misleading. For instance, it is possible that the total value of 
privatizations is higher for democracies because they have more available 
enterprises and assets to sell. Therefore this study divides the amount of 
SOEs privatized by the size of the government sector, resulting in a compara- 
ble measure across all countries. 

To calculate the proportion of privatization, we use World Bank data 
(Bureaucrats in Business, 1995) that supply the share of SOEs in economic 
activity for 1988 to 1991 as a percentage share in gross national product 
(GNP).® We take the value of privatization for each country ona yearly basis 
and divide it by the share of SOEs in economic activity multiplied by gross 
domestic product (GDP, in current U.S. million dollars). To obtain each 
country’s share of SOEs in economic activity for 1992 to 1995, we take the 
previous year’s share of SOEs in economic activity, multiply it by GDP (in 
current U.S. million dollars), subtract it by the current year’s total privatiza- 
tion sales (in current U.S. million dollars), and divide it by GDP (in current 
U.S. million dollars). This way, the annual amount of total privatization is 
incorporated into the share of SOEs in economic activity for the previous 
year, reducing the share of SOEs in economic activity for the current year. 
Because almost no nationalizations occurred between 1992 and 1995, the 
annual amount of total privatizations reflects changes in the share of SOEs in 
economic activity. Three World Bank sources provide the sale price (in cur- 
rent U.S. million dollars) of firms privatized between 1988 and 1995. 
Saders’s (1993) data set includes privatization sales between 1988 and 1992. 
World Debt Tables (World Bank, 1994) record privatization sales in 1993, 
and Global Development Finance (World Bank, 1997) reports privatization 
data for 1994 to 1995. 

Based on World Bank sources, Table 1 compares privatization for demo- 
cratic and authoritarian regimes from 1988 to 1995. Table 1 shows that on 
average, democratic regimes privatize more in almost every year. Although 
the average rate for authoritarian regimes is higher than for democratic 
regimes in 1994, this is due to the higher than normal privatization rates of 
Ghana (1.64 in 1994 vs. an average rate of 0.034 in 1988-1993) and Peru 
(1.18 in 1994 vs. an average rate of 0.033 in 1988-1993). Table 2 also sup- 


8. In some countries, data for the share of state-owned enterprises in economic activity are 
not available. In those cases, we substitute total government sector as a share of gross national 
product (in 1985 international prices) from the Summers and Heston (1991) Penn World Table 
database. 
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Table 1 
Average Privatization Proportion, by Year and Regime Type 


Year Authoritarian Only Democratic Only Both Regime Types 


1988 .0043747 .0401271 .0203692 
1989 .0021681 .0101413 .0058400 
1990 .0083402 .0237714 .0160558 
1991 .0135074 .0733489 .0442155 
1992 .0168690 .0743024 .0470971 
1993 .0189197 .0652619 .0463592 
1994 .1178753 .0486311 .0759643 
1995 .0285072 .0512011 .0425416 
Table 2 


Median Privatization Proportion, by Year and Regime Type 


Year Authoritarian Only Democratic Only Both Regime Types 


1988 0.007745, 0.041996 0.016124 
1989 0.003105 0.027247 0.020318 
1990 0.017911 0.024414 0.022877 
1991 0.008401 0.050837 0.034783 
1992 0.016492 0.058454 0.038587 
1993 0.039630 0.036762 0.038948 
1994 0.024137 0.060097 0.037329 
1995 0.018930 0.038119 0.034301 


Note: Includes only nonzero values. 


ports the advantages of democracies for privatization. The median privatiza- 
tion rate for countries with some state divestiture is also higher for 
democracies. 

A naive analysis of these figures would suggest that democratic regimes 
are responsible for higher privatization rates. However, there are other possi- 
ble factors that cause privatization. As a result, we use regression analysis to 
isolate these effects by explaining the variation in privatization rates while 
allowing for these other independent factors to change. 


INDEPENDENT VARIABLES 


In the privatization literature, most studies examine microeconomic and 
macroeconomic variables to explain differences in privatization. Some argue 
that because of the inefficiencies of SOEs, microeconomic factors help 
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explain the sell-off of state assets (Beinen & Waterbury, 1989; Boeker, 1993; 
Duron, 1994; Vernon, 1988). Inefficient SOEs, so the story goes, contribute 
to increasing debts.’ These debts, in turn, lead to rising fiscal budget deficits, 
which inhibit developing countries from achieving sustained economic 
growth (Beinen & Waterbury, 1989). Policy makers are thus motivated to sell 
off state assets (Van de Walle, 1989).!° 

In the case of Latin America, Boeker (1993, p. 6) contended that the stag- 
gering debt of SOEs in Latin America’s largest countries in the early 1980s 
made state divestiture critical, if not inevitable. Privatization occurs to reduce 
the role of the state in the economy and to improve economic efficiency 
(Duron, 1994). A large state role in the economy and rising debt should thus 
contribute to privatization. 

Others claim that macroeconomic factors promote privatization reforms. 
Macroeconomic variables theorized to determine privatization include total 
external debt, current account balances, inflation (as measured by the con- 
sumer price index), and GNP per capita. Policy makers may use privatization 
reforms to address accelerating total external debts and current account bal- 
ance deficits (Ramamurti, 1992; Ridley, 1994). Whether it is a result of 
strong pressures from the International Monetary Fund (IMF) or the World 
Bank threatening to withhold structural adjustment loans (Kelly, 1996; Wint, 
1996) or because of domestic forces within the country (Haggard & 
Kaufman, 1995), many argue that countries use privatization to repay loans 
and to reduce government debt." Alternatively, policy makers have an incen- 
tive to privatize state enterprises in an effort to combat inflation. The sale of 
loss-making enterprises helps to reduce public spending, which is important 
for limiting inflationary pressures.'* A country’s per capita GNP may also 
explain the rate of privatization. A country with a higher GNP per capita per- 
haps has more potential domestic investors to purchase state assets, which 
limits opposition from those who fear foreign ownership of important indus- 
tries. In the following section, we detail how data for each variable are con- 
structed and make comparisons under democratic and authoritarian rule. 


9. As Vernon (1988, p. 4) pointed out, state-owned enterprises contributed heavily to the 

cash deficits of developing governments. 

10. See also Ramirez (1994), who asserted that policy makers claim to privatize state enter- 
prises because of poor performance but who offered other reasons to explain state divestiture. 

11. In addition, policy makers may initiate privatization reforms as a signal to international 
lending agencies and foreign investors that the country is serious about stabilization reform in 
order to attract capital (Nellis & Kikeri, 1989; Ramamutrti, 1996). 

12. According to Molano (1996), “The driving force behind the escalating fiscal deficit and 
mounting inflation [in Brazil] was the huge and inefficient state sector” (p. 66). See also Naim 
(1993). 
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Table 3 
Median External Debt of Nonfinancial Public Enterprises, 
by Year and Regime Type (millions of $U.S.) 


Year Authoritarian Only Democratic Only Both Regime Types 


1988 4.91 4.48 4.72 
1989 4.48 5.50 4.58 
1990 4.32 4.34 4.34 
1991 3.69 4.10 3.85 
1992 3.05 2.80 2.90 
1993 3.40 2.20 2.81 
1994 1.87 1.42 1.55 
1995 1.93 1.32 1.46 


EXTERNAL DEBT OF NONFINANCIAL PUBLIC ENTERPRISES 


External debt of nonfinancial public enterprises is the main microeco- 
nomic factor theorized to be a determinant of privatization. To measure the 
effect of SOEs on increasing debts, we use World Bank data that measure the 
external debt of nonfinancial public enterprises on an annual basis for 1987 to 
1993 (World Tables, various years). For 1994, data are taken from the IMF’s 
claims on nonfinancial public enterprises (IMF, various years). These data 
measure the assets and liabilities as a result of the nonfinancial public enter- 
prises’ operations. So that linear methods of estimation can be applied to the 
data, we use a logarithmic transformation of the external debt of nonfinancial 
public enterprises variable. Table 3 shows the median total external debt of 
nonfinancial public enterprises by year for democratic and authoritarian 
countries. Median debt is higher for authoritarian regimes in 1988 and from 
1992 to 1995, but only by a small amount. 


TOTAL EXTERNAL DEBT AND CURRENT ACCOUNT BALANCE 


Total external debt and current account balance are two macroeconomic 
variables that are often used to explain privatization. Total external debt and 
current account balance data are taken from World Bank debt tables.'* Total 
external debt (also known as total debt stocks) “consist[s] of public and pub- 
licly-guaranteed long-term debt, private non-guaranteed long-term debt, the 
use of IMF credit, and estimated short-term debt” (World Bank, 1997, p. xiii). 


Current account balance is the sum of the credits less the debits arising from 
international transactions in goods, services, income, and current transfers. It 


13. The World Debt Tables were subsequently renamed Global Development Finance in the 
mid-1990s. 
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Table 4 
Median Logged Total External Debt, by Year and Regime Type (% of GDP) 


Year Authoritarian Only Democratic Only Both Regime Types 


1988 77.27 48.34 66.32 
1989 79.41 52.15 70.05 
1990 77.18 47.35 65.74 
1991 77.86 46.63 66.23 
1992 74.04 51.78 62.96 
1993 80.46 53.61 66.25 
1994 104.50 50.65 71.15 
1995 95.06 48.24 67.16 
Table 5 


Median Logged Current Account Balance, by Year and Regime Type (% of GDP) 


Year Authoritarian Only Democratic Only Both Regime Types 


1988 9.70 -3.05 —6.05 
1989 —~9.00 4.30 -6.15 
1990 —8.85 3.29 —5.80 
1991 9.00 4.90 6.35 
1992 -9.10 -3.35 6.50 
1993 -7.20 5.30 6.45 
1994 —4.87 -3.20 -3.79 
1995 4.87 3.29 3.72 


represents the transactions that add to or subtract from an economy’s stock of 
foreign financial terms. (World Bank, 1997, p. xvi) 


Both of these variables are calculated as a percentage of GDP and are logged. 

As Tables 4 and 5 demonstrate, authoritarian regimes have lower median 
logged values of total external debt and of current account balances in each 
year. Based on total external debt and current account balances, authoritarian 
regimes are in worse economic shape and have greater economic incentives 
to privatize than do their democratic counterparts. 


INFLATION 


Some argue that SOE deficits contribute to inflation (Bureaucrats in Busi- 
ness, 1995, p. 46). We take the log of the consumer price index (CPI), the 
most frequently used indicator of inflation, to operationalize the macroeco- 
nomic indicator. The CPI reflects “changes in the cost of acquiring a fixed 
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Table 6 
Median Consumer Price Index, by Year and Regime Type (in constant dollars) 


Year Authoritarian Only Democratic Only Both Regime Types 


1988 6.05 7.30 6.90 
1989 7.40 9.90 9.40 
1990 TAS 16.85 11.00 
1991 9.10 15.40 12.80 
1992 11.10 13.10 12.35 
1993 13.80 11.70 11.95 
1994 26.95 16.05 20.50 
1995 18.20 16.30 16.70 


basket of goods and services by the average consumer” (IMF, 1997, p. xix). 
CPI data are taken from the IMF’s International Financial Statistics.“ Table 
6 shows median CPI figures by regime type. The median values of the 
indexes are higher for democratic regimes from 1988 to 1992, whereas they 
are higher for authoritarian regimes from 1993 to 1995. 


GNP PER CAPITA 


Because of better legal institutions and domestic buyers in more advanced 
developed countries, it is contended that per capita income levels affect pri- 
vatization rates. GNP per capita at current market prices, in U.S. dollars, is 
taken from World Tables for 1987 to 1993 and the IMF’s International Finan- 
cial Statistics for 1994. World Tables are calculated according to the World 
Bank Atlas methodology of converting data in national currency to U.S. dol- 
lars. Table 7 shows that median GNP per capita is significantly larger for 
democratic regimes in each year between 1988 and 1995. 


REGIME TYPE 


In addition to economic factors, the importance of regime type is center 
stage in our study. Showing the effect of regime type on the proportion of pri- 
vatization, however, means that this study needs a measure for categorizing 
countries as either democratic or authoritarian. Work by Jaggers and Gurr 
(1995) provides such a measure. Although in theory continuous, Jaggers and 
Gurr’s model treats the distinction between democratic and authoritarian 
regimes as dichotomous, because most of the cases lie at either extreme. A 


14. Where the International Monetary Fund is missing data in a few exceptional cases, we 
substituted data from Country Reports of the Economist Intelligence Unit. 
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Table 7 
Median GNP per Capita, by Year and Regime Type (current $U.S.) 


Year Authoritarian Only Democratic Only Both Regime Types 


1988 440 1260 870 
1989 420 1290 845 
1990 430 1400 745 
1991 440 1310 740 
1992 480 1370 795 
1993 500 1200 790 
1994 449 1316 716 
1995 541 1397 853 


scintillating debate has emerged among outstanding scholars about whether 
to address the distinction between democracy and nondemocracy as a dichot- 
omy or in terms of gradations.’° Important advantages and disadvantages are 
associated with both dichotomous and more continuous or gradations of 
democracy. For this study, dichotomizing regime type has an important jus- 
tification: It allows one to test whether the basic attributes that distinguish 
democracies from authoritarian regimes have an effect on politicians’ deci- 
sions. As Hunter and Brown (1998) pointed out with respect to 
dichotomizing regime type, “Theoretically interesting conclusions about 
these basic characteristics can be drawn if significant differences between the 
two regime types are revealed. Finer distinctions can be made and further 
investigation pursued if they are not” (p. 15). 

Jaggers and Gurr (1995, p. 471) operationalized their measure of democ- 
racy based on three interdependent elements: (a) the competitiveness of polit- 
ical participation, (b) the openness and competitiveness of executive recruit- 
ment, and (c) the level of constraints on the chief executive. Using their 
operationalization leads to a distribution that is distinctly bimodal, and not 
continuous, for the 608 cases (i.e., 76 between 1987 and 1994). Moreover, 
following an approach adopted by Londregan and Poole (1996), we sub- 
tracted Jaggers and Gurr’s (1995) autocratic score from their democratic 
score, which produces a measure of democracy that ranges from 10 to —10 
(10 being the most “democratic” score). In nearly all cases, democracies in 
1988 to 1995 ranked between 6 and 10, and the authoritarian regimes scored 
less than —3. 


15. See, for example, Bollen and Jackman (1989) and Coppedge and Reinicke (1990), who 
favored an approach based on grading. See Alvarez, Cheibub, Limongi, and Przeworski (1996) 
and Huntington (1991), who advocated a dichotomous approach. 

16. For an excellent review of the advantages and disadvantages of both approaches, see Col- 
lier and Adcock (1998). 
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ECONOMETRIC ANALYSIS 


To estimate the effect of regime type on privatization, a random-effects 
tobit model for panel data is developed. In the next section, we present the 
model specification and then present the results of the analysis. 

The data used in the estimation are longitudinal. That is, the data combine 
observations for a number of countries for several years. The combination of 
cross-sectional and time-series data allows for a more robust estimation pro- 
cedure. We employ a tobit model with random effects. 

A tobit procedure is used because of the presence of left-censoring of the 
dependent variable (privatization proportion) in the data. Censoring occurs 
because it is not possible to see a value less than zero of the privatization pro- 
portion. The dependent variable must always be greater than zero. In the data 
set, we have 214 uncensored observations (those greater than zero) and 394 
observations censored at zero. Tobit models use maximum likelihood tech- 
niques to compute the probabilities of observing the observed sequence of 
the dependent variable, where certain observations are truncated and others 
are not (Maddala, 1983). 

The model to be estimated is given in the following equation: 


Priv,, = D,.Bo + X,_ 1B, + YEARB, + u; + &;, 


where i indexes the country and f indexes time. Priv,, is the privatization 
proportion for country 7in year t. D,, is adummy variable equal to 1 if a coun- 
try is predominantly authoritarian in a given year and is the main variable of 
interest. X;,_ , is a vector of explanatory variables lagged for each country by 
one time period, including the variables enumerated in the preceding section. 
YEAR is a vector of dummy variables for each year in the sample. The error 
term consists of two components. The first, a random effects component, is 
given by u;. This is a portion of the error term, which is time invariant and dif- 
fers across countries. The second, ?it, is a completely random component, 
which is not correlated across countries or across time. 


RESULTS 


The results of the random-effects tobit regression are given in Table 8. 
Based on the regression results for the microeconomic variable, it is clear that 
past performance of SOEs is rarely the principal cause for state divestiture. 
Indeed, as Ramamurti (1996) argued, if poor performance was the main con- 
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Table 8 
Random-Effects Tobit Regression 


Variable (all lagged except year dummies) Coefficient 
Authoritarian regime —0.0494343* — (0.0293093) 
External debt of public enterprises —0.0012709 (0.001785) 
Total external debt 0.0000787 (0.0001649) 
Current account balance 0.0041401** (0.001935) 
Consumer price index —4.89e-08 (1.62e-07) 
GNP per capita 0.0000175* — (0.0000106) 
1988 dummy —0.1468458** — (0.0557353) 
1989 dummy —0.1714452** — (0.0565727) 
1990 dummy —0.1027645* = (0.0525553) 
1991 dummy —0.0333834 (0.0505199) 
1992 dummy 0.0057528 (0.0491124) 
1993 dummy 0.0255263 (0.04849 16) 
1994 dummy 0.0625874 (0.0482143) 


Note: Standard errors are in parentheses next to coefficient estimate. 
*Denotes significance at the 90% confidence level. **Denotes significance at the 95% confi- 
dence level. 


cern, “a convincing case for privatization might have been made years ear- 
lier” (p. 9).!7 

The macroeconomic variables provide some interesting findings. The 
results show that lagged values of current account balance are significant and 
positive at the 95% confidence level. This means that higher values of the cur- 
rent account are associated with higher levels of privatization. This result is 
unexpected, because governments are theorized to use privatization to 
address large current account deficits. The lagged value of GNP per capita is 
significant at the 90% confidence level and positively related to privatization. 
Higher levels of GNP resulted in more privatization. 

Interpretation of the coefficients of the year dummy variables requires 
some care. Each coefficient is interpreted relative to the missing year, in this 
case, 1995. Thus the negative values for 1988, 1989, and 1990 are interpreted 
as follows. Relative to 1995, privatization is less likely from 1988 to 1990. 
For the years 1991 to 1994, there is no difference in privatization with 1995. 
Given that the wave of privatization began about 1988, it is not surprising that 
it increased over time. Most countries wait to see the effects of their initial 
privatizations and those of other nations, rather than denationalizing their 
assets all at once. 


17. Moreover, as Molano (1996) showed, firm-level factors had little effect on privatization 
in the telecommunications industry in the southern cone region of Latin America. 
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The coefficient for the dummy variable for authoritarian regime is nega- 
tive and significant at the 90% confidence level. This suggests that demo- 
cratic and not authoritarian regimes are more likely to privatize state assets. 


INTERPRETATION OF RESULTS 


The regression results offer some intriguing findings. Contrary to the 
expected wisdom, the results show that incentives to privatize are lower 
under “insulated” authoritarian regimes. In addition, economic crises are not 
a strong determinant of privatization sales. In fact, the findings suggest that 
state assets are most often sold off in more prosperous developing countries 
that hold current account surpluses and operate under democratic rule. 

Higher privatization sales under wealthier democratic developing coun- 
tries make sense when we consider the goals of buyers and sellers of state- 
owned assets. From the seller’s standpoint, an important concern is who the 
prospective buyers are. In many privatization attempts, pressures swirl from 
nationalist groups that claim that foreign interests are the likely buyers of the 
state’s assets. Populist responses that, through denationalization, foreigners 
are taking over the country threaten insecure politicians under democratic or 
authoritarian rule. The lack of adequate financial resources from domestic 
purchasers fuels opposition from nationalists. However, in the more prosper- 
ous developing countries, there are many potential domestic buyers that 
reduce nationalist fears. 

In addition, sellers favor privatization of state assets at higher prices. Gen- 
erally, the goal is not to sell assets at bargain-basement prices. Rather the state 
prefers to sell assets that bring in higher proceeds. During a budgetary short- 
fall or current account deficit, countries are desperate to sell off assets. This 
desperation leads to lower sale prices for state enterprises. Lower prices not 
only dissuade the state from selling its assets but also attract opposition from 
societal groups that feel cheated by the process and that organize against 
future privatization sales. In contrast, during better economic times, develop- 
ing countries are able to obtain higher prices for their assets, which lessens 
nationalist sentiments. 

The composition of the directors in SOEs also influences the seller’s 
desire to privatize state assets. In authoritarian regimes, military officers are 
often appointed to SOEs as part of a survival strategy to retain military loyalty 
(Biglaiser, 1996, chap. 5). Authoritarian rulers select military officers for 
high-paying positions in SOEs to reduce countercoup attempts. Most offi- 
cers, in turn, favor maintaining a large state, because this provides the mili- 
tary with jobs and the ability to loot enterprises. Officers also reject privatiza- 
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tion of “strategic” firms, arguing that the wealth of the nation needs to remain 
in the state’s hands.'* Because privatization restricts job positions and corrup- 
tion opportunities for the military and makes the state resource-dependent in 
case of emergencies, survival-minded authoritarian rulers oppose 
denationalization. 

Under democratic rule, officers are rarely selected to SOE positions. 
Although democratic leaders are concerned about their political survival, 
party workers and loyalists, and not the military, are usually appointed to 
state enterprises. Many of these workers and loyalists may possess the quali- 
fications that would enable them to keep their positions under private owner- 
ship, which weakens their opposition to privatization. These party supporters 
also have less capacity to prevent privatization compared to the military’s 
threat of a coup or countercoup. As a result, privatization opportunities are 
greater under democratic rule. 

From the buyer’s standpoint, the greatest concern involves the enforce- 
ment of property rights. As multinational and domestic corporations know, it 
is not unusual for developing countries to nationalize firms with little or no 
compensation. In the 1930s to the 1970s, developing countries in Asia and 
Latin America nationalized many important industries owned by foreign and 
domestic interests, as did the newly independent African nations in the 1950s 
to 1970s. Buyers want safeguards that the state will protect their purchases." 
The more prosperous developing nations are in a stronger position to guaran- 
tee the purchaser’s property rights. These nations usually have clearer and 
more transparent legal institutions that are able to mediate in ownership dis- 
putes. In addition, democratic rule helps to bolster legal institutions. The 
greater legitimacy enjoyed by democratic governments promotes the 
enforcement of property rights (Maravall, 1995, p. 15). 

Buyers are also concerned about the kinds of economic policies that the 
selling government is likely to implement. Government decisions that influ- 
ence corruption, fraud, taxes, capital and trade liberalization, and competi- 
tion affect the buyer’s risk assessment. According to Van de Walle (1995, 
p. 156), democratic rule results in “greater governmental accountability and 
transparency, which should have a positive impact on the formulation and 
implementation of new policies” (p. 156). Elements associated with democ- 
racy, including a free press, existence of opposition parties, and legislative 
influence, help curb government corruption and promote the creation of a 
permanent bureaucracy and the selection of technocratic policy makers. The 


18. See Pifiera (1991) for details about military efforts that successfully blocked privatiza- 
tion of military pensions and the state copper and petroleum concerns in Chile. 

19. On the importance of government credibility for successful state-owned enterprise 
reform, see Bureaucrats in Business (1995, pp. 12-13). 
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background of the economic policy makers in the selling government weighs 
into the buyer’s decision. If the policy makers are economists who not only 
support the enforcement of property rights but also favor policies that benefit 
the private sector, this provides additional credibility for purchasers. 

In the more prosperous democratic developing countries (e.g., Argentina, 
Chile, Jamaica, Malaysia, Panama, the Philippines, Trinidad and Tobago, 
and Turkey), we tend to find the highest privatization rates. These democratic 
countries have relatively high levels of GNP per capita and low current 
account deficits, and many economists hold key economic policy-making 
positions in the cabinet. In the poorer authoritarian countries (e.g., Burundi, 
Cameroon, the Central African Republic, Comoros, the Congo, Jordan, and 
Mali), virtually no privatization occurred. These countries have low levels of 
GNP per capita, high current account deficits, and few economists in their 
economic policy-making positions. 

There are some exceptional democracies that have high GNP per capita 
levels, low current account deficits, and low privatization rates (e.g., Colom- 
bia, Papua New Guinea, South Africa, and South Korea). In addition, some 
authoritarian regimes (e.g., Ghana and Mexico) privatized significant sec- 
tors. However, in these cases, economists played important roles in the pri- 
vatization decisions.” The bottom line is that wealthier democracies under 
less severe economic constraints privatized more than did their authoritarian 
counterparts. 


CONCLUSION 


Does regime type affect privatization of SOEs? Our investigation of 
76 developing countries from 1987 to 1994 suggests that democratic regimes 
are associated with higher rates of denationalization. Despite the supposed 
advantages of insulated authoritarian regimes, democracies are more likely 
to privatize. Pressures under authoritarian rule from military officers in 
charge of SOEs to maintain state ownership hamper privatization. By the 
same token, greater governmental accountability and transparency under 
democratic rule produce advantages for privatization under democracy. 

Our results also show that high GNP per capita and low current account 
deficits enhance privatization of state assets. In wealthier developing coun- 
tries, there are more potential domestic buyers, which reduces nationalist 
fears against denationalization. These countries also have more transparent 


20. For the role of economists in Mexico’s economic policy making, see Camp (1998, 
p. 209). For the technocratic influence in Ghana, see Callaghy (1993, p. 485). 
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legal institutions, which are important for enforcing property rights. Current 
account surpluses suggest that the government is not desperately selling 
assets at bargain prices. The higher prices obtained from these sales limit pri- 
vatization opposition. 

The next step is to investigate the effects of privatization on economic per- 
formance. Is the private sector superior to the public sector in pursuing goals 
of economic growth? From the consumer’s standpoint, does the sale of state 
assets lead to better service at lower cost? To answer these questions, nar- 
rower and perhaps more sector-specific studies are needed to understand the 
effects of privatization on economic growth and quality of service. The impli- 
cations of these studies may have important consequences for developing 
countries with rent-seeking issues. 

As more interest develops in the sequencing of political and economic 
reform, studies that compare privatization under different regime types are of 
growing importance. This study’s findings suggest that authoritarian regimes 
are no better and, in fact, are worse than democratic regimes in instituting pri- 
vatization reforms. As current political instability in developing regions 
raises new concerns about the fate of democracy, our results serve as a useful 
reminder that democracies are often better at initiating unpopular economic 
policies, including privatization, than are their authoritarian counterparts. 
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